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KEY ECONOMIC INDICATORS 
ITEM AND DATE OF MOST RECENT DATA 1973 1974 1975 % Change 
(In million of U.S.$ unless otherwise stated, converted from Dkr figures at the exchange 
rate of DKr. 1.00 = $0.16). 


GNP at current prices 26,779 29,979 32,768 +9 .3Z 
GNP at constant (1973) prices 26,779 26,565 25,896 2.52% 
GNP per capita, 1973 prices $ 5,328 5,262 5,120 -2.7% 
Investment, % of current GNP 23.62% 23.3% a7 s2e 
Money Supply (M I) (9/75) 6,568 6,948 7,589 +17.1% 
Bank Lending (10/75) 9.937 10;656 10,751 +1.47% 
Government Bond Debt (9/75) 1,439 1,568 2,419 +54.2% 
of which external 1,012 1,165 1,149 -1.2% 
Fiscal Surplus or Deficit (FY end 3/31) + 344 + 648 - 477 
Banks' Lending Rate (9/75) 43.52 45-52 129.37 
Official Discount Rate 9.0% 10.0% 7.5% 
Mortgage Bond Rate (11/75) 13.9% 15.1% 13.52 
Current Balance of Payments (9/75) - 472 - 972 - 146 
Foreign Exchange Reserves (10/75) 1,316 1,192 1,008 -4 .62% 
Farm Production, current prices ex farm 2,483 2,674 2,750 +2..82 
of which animal production 2,209 2,203" 2,350 46.7% 
Grain Production, 1,000 MT 6,633 7,261 6,351 -12 .5% 
Industrial Products, Sales/current prices 12,367 14,675 10,773 -0.5% 
Power Consumption, million kWh (9/75) 77408. I7,i73 ° - 12,061 +4 .8% 
Construction Starts, 1,000 sq.m. (9/75) 12,972 8,266 6,057 -9 8% 
of which residentail 7,991 3,946 3,545 +35 590% 
business 3,790 3,252 1,670 -38.3% 
institutional 1,191 1,068 842 +28.82% 
Home Units in Process (9/75) 61,248 38,361 34,915 -23.3% 
Employment, Mfg., 1,000 (9/75) 320 306 -13.4% 
Construction (8/75) 171 160 -10.6% 
Non-owner Farm 27 +7 .0Z 
Insured Unemployment, 1,000 (10/75) 45 +1787 
in % of insured 5.3% ; +156% 
in % of labor force 2.42% 
Indices (Base Year in parenthesis). 
Hours worked in Mfg. (1972) (9/75) 95 -17.5% 
Hourly Wage Rate in Mfg. (1972) (9/75) 122 146 +20.7% 
Consumer Retail Sales (1968) (9/75) 165 182 +11.52 
Consumer Prices, incl. tax (1964) (9/75) 179 207 +10.7% 
Cost of Living, ex. tax (1/1975) (10/75) 82 94 +10.72 
Wholesale Prices (1968) (10/75) 140 171 +5 .9% 
Imp. Raw Material Prices (1968) (10/75) 170 265 -4.7% 
Building Costs (1/1968) (10/75), apts. 144 173 +12 .7% 


one-family units 150 181 206 +13.8% 
Foreign Trade (9/75) 
Total Exports f.o.b. 6,008 7,508 5,722 +4.7% 
Exports to the U.S. 422 429 280 <-13.5% 
Total Imports c.i.f. 75249 9,677 6,666 -8 82 
Imports from the U.S. 504 583 383 -13.1% 
from West Germany 1,513 1,7ez 1,33 -5 .02% 
from Sweden 1,182 1,323 937 
from U.K. 831 1,052 690 
1) In actual dollar value, the decline was 5.3% 
Main Exports to the U.S.: Ham, Cheese, Fish, Furs, Machinery, Furniture, Chemicals, 
Textiles. 
Main Imports from the U.S.: Investment Goods, Soybean, Corn, Plywood. 





SUMMARY 


Recession in the Danish economy deepened in 1975. Recovery of the 
homebuilding sector in the second half of the year and some increase 
in consumer spending did not prevent an overall production decline 
of 2.5% and an annual unemployment rate of 5%. With the reduction 
in both domestic and export demand, business investment dropped 
sharply. Forecasts of an accelerating recovery during 1976 are link- 
ed to hopes for international improvements and must be regarded as 
uncertain. 


Income and sales tax reductions did not take effect until the last 
quarter. Consumer spending remained flat the first three quarters 

and may drop again when a temporary reduction in the VAT expires 

next March. As consumers increased their savings, money supply rose, 
achieving an annual growth rate of 20% by mid-year. In order to miti- 
gate the detrimental effects of excess liquidity on the foreign ex- 
change position, the government resumed bond sales and the central 
bank froze part of commercial banks' deposits. 


The recovery of the depressed homebuilding sector, where production 
had dropped from a peak rate of 70,000 units per year to about half, 
was helped by mortgage rate reductions from 18% to 13%, easier loan 
terms, and by a much moderated cost rise. It received an additional 
boost in the last quarter from the temporary VAT reduction. In manu- 
facturing industries, production was down 10-15% and employment 18%. 
Industrial exports fell 6%. The recent, moderate expansion of domestic 
demand has had little effect yet. Industries are working well below 


capacity. With uncertain outlooks for 1976, industrial investment 
dropped 23% in 1975 and is not expected to rise much in 1976. 


Tax reductions and slow spending curtailed government revenues and, 
ati-the- game. time, the high rate of unemployment drew heavily on 
government finances. This led to a budget deficit at the rate of 8% 
of GNP in the current fiscai year. A similar deficit is expected in 
the next fiscal year. 


Although Danish exports declined, imports dropped even more, so that 
the deficit on foreign trade was about halved in 1975. The deficit on 
the current account of the balance of payments will probably be nomi- 
nal. However, this improvement may be temporary. Once production re- 
covers, imports - and the payments deficit - will go up too. The gov- 
ernment has prepared for this by securing new credit lines abroad to 
bolster reserves. There is no imminent danger of pressure against the 
Danish krone, which thus far has shown great stability within the 
European monetary cooperation. 


American exports to Denmark showed a decline in farm products but a 
Small gain in industrials. Farm exports were affected by stock carry- 
overs from last year's large Danish harvest and may recover next year. 
In the industrial market, American investment goods held up well in 

a not very favorable market. While there were ups and downs in other 
products, American goods appear well established and may secure 
further gains when the economy begins to expand again. 
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CURRENT ECONOMIC SITUATION AND TRENDS 
Negative Growth in 1 s Uncertain Recove in 1976 


Recession, which began in Denmark in 1974, deepened in 1975. In 
the second half of 1975 fiscal and monetary measures stimulated 
such sectors as homebuilding and consumer spending but did not 
prevent an overall annual production decline of 2.5%. These meas- 
ures did not materially reduce unemployment either but may have 
kept it from rising above its present rate of 5%. While the sti- 
mulation that occurred in the second half suggests that the reces- 
Sion may have bottomed out, demand for Danish exports is dropping 
and investment, outside of the housing sector, is down sharply. 
Official Danish forecasts of an accelerating recovery during 1976 
are closely linked to hopes for international improvements and, 
if for no other reason, must be regarded as very uncertain. 


Erratic Consumer Reaction to Tax Reductions 


Consumer spending remained flat during the first three quarters of 
the year. Early year income tax reductions had little effect on sales 
as consumers preferred to salt away their savings for a rainy day. 
The expiration of a temporary automobile tax in January released some 
built-up demand, but sales dropped again and did not approach normal 
levels until the second half of the year. Consumers also failed to 
respond to additional purchasing power stemming from wage increases 
in the spring and from declining inflation. This non-spending was 
reflected in the money supply whose growth rate rose from around 2% 
in January to 20% at mid-year. 


In the last quarter of the year consumers did respond to a temporary 
reduction (from 15% to 9.25%) of the value-added tax, a government 
measure adopted in September as part of a stimulation program.Retail 
sales jumped 16% in October. As a result of this response, private 
consumption in 1975 may show an annual increase of as much as 4%, 

It is feared, however, that the scheduled return to the full VAT rate 
next March will have correspondingly negative effects upon sales. 
Also arousing concern is the fact that the impact of increased spend- 
ing on the domestic economy has been reduced by consumer preference 
for durable goods having a high import content, 


Housing Is out of the Slump 


The depressed housing sector is now showing distinct recovery. The 
previous homebuilding boom peaked in mid-1973 when close to 70,000 
homes were under construction; by early 1975, the rate had dropped 
to half. Since then, however, the decline has been halted and, al- 
though overall homebuilding activity may still show a 25% decline 
in 1975 - about the same as last year - building starts are going 
up. Activity is approaching the 40,000 units per annum level which 
government analysts have judged to match long-term demand. Several 
factors affected developments in the homebuilding sector. Primary 
mortgage rates, which in 1974 reached the almost prohibitive level 
of 18%, have been reduced to about 13%. Mortgage terms, which were 
tightened during the Housing boom in order to reduce the inflation- 
ary effects spreading from this overheated sector, were liberalized. 
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Market factors also assisted recovery in the building sector. The 
rise in construction costs, 17% in 1973 and over 20% in 1974, by 
the end of 1975 had been reduced to 7%. 


Less lasting factors affecting homebuilding are (1) the high rate 

of private savings this year, which may have enabled prospective 
home-owners to go ahead (a clear preference for one-family units 
persists) and (2) the temporary VAT reduction, which has reduced 
construction costs and hence the problem of financing. There is a 
danger of reaction next year which could generate an unfortunate 
stop-and-go cycle. The government is scrutinizing this problem 

with the goal of establishing stability. An initial step has been 
taken by issuance of directives for mortgage credit to assure that 
construction can be financed within the capacity of the bond market. 


Industrial Production and Investment Down and Unpromising 


Production in manufacturing industries, which rose only marginally 
in 1974, declined in 1975, probably by as much as 15%. Employment 
(in terms of man-hours) was down 18%. Recent domestic demand devel- 
opments are reflected in some progress for consumer industries such 
as furniture, textiles, and garments, and for industries supplying 
home construction. The few bright spots are overshadowed, however, 
by the dark prospects in the iron and metalworking industries which 
account not only for more than one third of industrial production 
but also for almost half of Danish industrial exports. Industrial 
exports declined 6% in 1975, and the outlook for 1976 is dim. 


The depressed investment climate abroad, which affected Danish ex- 
ports severely, is mirrored also in Denmark. With few exceptions, 
industrial investment has gone up year after year. It rose, for 
example, in 1973 and 1974 by more than 20%. In 1975, however, it 

is expected to drop by 23%: most severely in plant investment (40%); 
less in machinery (12%) and transport equipment (25%). The reduction 
in equipment purchases has hit domestic and imported goods about 
equally. 


Manufacturers reduced their investment programs every quarter through- 
out 1975 but least in the last quarter. Investment is expected to 
remain at its present reduced level until international improvements 
Significantly boost Danish industrial exports. Since most industries 
are working well below capacity, an initial demand increase can be 
absorbed without any expansion of equipment or labor. 


Recession caused an unwanted inventory accumulation in 1973 and, 
especially, in 1974. During 1975, strong inventory liquidation put 
another drag on production. Speculations are that inventories are 

now as far down as possible, but no particular inventory accumulation 
is anticipated in 1976. 


Lar Budget Deficits in Both l and 1976 


The central government budget for FY 1975/76 (April through March) 
is expected to show a deficit of $2,600 million or about 8% of GNP. 
Paradoxically, this large deficit - after a decade of budget surplus « 
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coincides with a much reduced growth in government outlays for 
goods and services. The swing into the red was brought about by 
revenue reductions - from both direct and indirect taxes - andby 
a concomitant sharp increase in benefit payments as unemployment 
rose to and persisted at levels unprecedented in the post-war 
period. Limited direct employment incentives - some few hundred 
million dollars for public works and building subsidies and tax 
offsets to industries for new investment - counted little in this 
context. Unfortunately, their effect upon investments was corre- 
spondingly small. 


Prospects for FY 1976/77 are not much better, despite the fact 

that the government has in its draft budget called for reduction 

of the budget deficit to about 6% of GNP. Accomplishment of this 

aim is likely to be thwarted by the need to continue unempioyment 
compensation at a high levels; by a government commitment to offset 
wage escalation next spring by employer subsidies; and by the prob- 
able need to reduce taxes in order to stimulate and sustain consumer 
demand. Furthermore, although publicly committed to budget austerity, 
the government is reluctant to be fiscally rigid at a time of high 
unemployment. 


With consumer reluctance to spend the significant increase in real 
incomes provided by the government budget, the immediate effect of 
the deficit has been the sharp rise in money supply already mention- 
ed. In order to mop up some of the excess liquidity, the Treasury, 
for the first time since 1960, returned to the bond market. About 
$1,000 million worth of medium-term bonds were sold in 1975 and an- 
other $1,600 million may be offered in 1976. The central bank froze 
part of the commercial banks' deposits increase and resumed auction- 
ing of 9l-day deposit certificates. In addition, following a discount 
reduction of 8% to 7.5% in August, the central bank moderated its 
support of the mortgage bond market and stabilized rates at around 
13%, im is still a significant reduction from the 18% peak rate 
in 1974. 


Favorable Balance of Payments Deve lopment 


The relatively tight rein on the money market in the face of low- 
level domestic activity is designed to curb use of ample domestic 
liquidity for early and excessive repayment of foreign credits. 
While the large balance-of-payments deficits in the earlier years 
were financed chiefly by private capital imports, the business sec- 
tor during the first half of 1975 had net capital exports. Continu- 
ation of this trend could result in pressure against the Danish 
krone. However, despite some slight drop in foreign exchange reserves, 
the danger is far from imminent, and the Danish krone thus far has 
preserved its position in the fSuropean monetary cooperation with 
only minor support. 


A major reason for the relative stability of the Danish krone is 
an improved balance of payments in 1975. Although Danish exports 
suffered from the internationally depressed markets, imports de- 
clined even more with the result that the 1975 trade deficit is 
expected to fall to half of the 1974 rate. Despite rising debt 
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management costs, the current account deficit may be nominal. This 
favorable situation is unlikely to persist once the economy impro- 
ves. Increased imports will accompany a rise in production and there 
will probably be a time lag in increased exports. The government has 
prepared for this situation, however, by securing additional credit 
lines abroad to bolster reserves. 


Moderation of Prices and Wages 


The effects of reduced demand on prices and wages, which began to 
appear slowly in 1975, were less on wages than on prices. Consumer 
prices, which in late 1974 were up 16% on an annual basis, were by 
mid-year 1975 up only 10%; in the last quarter the rise has dropped 
below 9%. This price moderation reflected, however, mostly reduced 
import prices. Hourly industrial wages continued through three quar- 
ters of the year to show annual increases above 20%; only recently 
has the wage rise become modified to about 17%. There are indications 
that unit costs of production have risen less because of better uti- 
lization of the existing apparatus. 


The economic program adopted in September also contained a pledge 
for future wage moderation to make Danish industries more competi- 
tive once international markets begin to improve. Implementation of 
this pledge, however, will depend upon trade union cooperation,which 
at the moment is not assured. While unions are not adverse to the 
thought that improved employment may depend upon reduced wage and 
cost rises, they will probably moderate their wage claims next year 
only if they get other concessions, e.g., a workers’ share of capi- 
talgains within industries. They are at present campaigning to pro- 
mote their "industrial democracy" program which initially got an un- 
enthusiastic response from the rank and file. 


IMPLICATIONS FOR THE UNITED STATES 


Thé subdued economic climate and the subsequent reduction in overall 
Danish imports were bound to affect U.S. trade with Denmark. It would 
appear, however, that non-agricultural American products are doing 
relatively well considering market conditions. While overall Danish 
imports dropped some 8% in three quarters of 1975, U.S. exports to 
Denmark, adjusted for dollar fluctuations, fell only about 5% and then 
mostly due to reduced demands for imported fodders. For industrials, 
there was even a small gain of 2-3%. 


Although imports vary from one month to another, there are trends 
indicating that the overall decline has ceased and that imports are 
now turning upwards again. Several factors should benefit American 
exports. Lower Danish crop yields in 1975, for example, will boost 
demand for imported fodders in 1976. The rapid recovery in the con- 
struction sector and an eventual, albeit slow, investment rise should 
also offer good opportunities for American exporters, who proved their 
ability to sell even in this year's dull market. 
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Reduced 1 Sales of U.S. Farm Products; Improved 1976 Prospects 


U.S. agricultural products suffered from the low economic activity 
but also from increased competition in 1975. Danish imports of soy- 
beans - the major U.S. export item - dropped because of reduced 
crashings. Despite price and quality competition from Brazil, however, 
the U.S. was able to hold its share of the reduced market. In meal, 
on the other hand, where the Danish market expanded, the U.S. lost 
almost half of its 1974 sales to European competition. 1976 prospects 
indicate more domestic crushing and larger sales of better quality 
U.S. beans, while the level of meal sales will depend upon prices. 
With record grain stocks carried over from 1974, demand for grain 
imports were smaller in 1975, but the U.S. kept its share of the corn 
market. With much smaller Danish and European harvests in 1975, the 
prospects for 1976 are improving. 


American fresh citrus and nuts have proven very competitive; their 
increased sales have more than offset losses on dried fruit. Also, 
the newly established market for American beef tripled in 1975 and 
promises further growth in 1976. 


Good Hold on Investment Goods Market 


About half of American exports to Denmark are investment goods. It 
augurs well for the future that U.S. exporters were able to maintain 
their hold on this market even in a depressed year. In non-electrical 
machinery, sales were maintained at the 1974 level in the face of gen- 
erally declining imports, and electrical equipment advanced despite 
Danish import reductions. Instruments are one expanding market where 
U.S. gains were about twice the overall increase percentage-wise,. It 
is worth noting that in the highly diversified metal goods category, 
American exports registered increased sales of many small items such 
as nuts, bolts, and fittings, which shows that profits do not derive 
only from the "big deals". The infant Danish oil and gas ventures in 
the North Sea quintupled their purchases of American steel goods in 
1975 and prospects are good for 1976. In the construction sector, 
American exporters increased sales of plywood elements throughout the 
recession. With the recent upturn in homebuilding, this market should 
expand further. In chemicals, the ammonia market has dwindled as do- 
mestic and European productions rose, There have been market losses in 
bulk pharmaceuticals but gains in retail-packed goods, and an improved 
share of an otherwise declining market for plastic raw materials. 
Paper products are maintaining their sales with price gains, while 
American denims are losing out to Mexican imports. 

The satisfactory American export performance in 1975 seems to indicate 
that sales efforts in the Danish market are worthwhile and that they 
may become even more so when the market begins to expand in 1976. 


Significant U.S. Export Possibilities 


69,71,72,73,86: All kinds of investment goods and parts. 
03: Selected Fish Products. 05: Fruits, Vegetables, and Nuts. 
63: Wood Building Materials. 
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